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SUBJECT: PROGRESS ON TAX LEGISLATION: CUSTOMS REFORM ACT 

1 . ON OCTOBER 17 HOUSE PASSED A BILL TO PROVIDE CUSTOMS 
PROCEDURAL REFORM. COMPLETE TEXT APPEARS IN OCTOBER 17 
CONGRESSIONAL RECORD BEGINNING ON HI 1078. 

2. BILL INCLUDES PROVISION FOR INCREASING DUTY-FREE EX- 
EMPTION FOR U.S. RESIDENTS RETURNING FROM ABROAD FROM 100 
DOLLARS TO 250 DOLLARS. IN ADDITION BILL PROVIDES FOR A 
FLAT DUTY RATE OF 10 PERCENT ON THE NEXT 600 DOLLARS WORTH 
OF MERCHANDISE IMPORTED BY RETURNING RESIDENTS. 

3. WHILE THE INCREASE IN THE DUTY FREE ALLOWANCE SHOULD 
BE OF BENEFIT TO THOSE COUNTRIES INTERESTED IN PROMOTING 
TOURIST SALES, THE EFFECT OF THE 10 PERCENT FLAT RATE IS 
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LESS CLEAR. STUDIES HAVE GENERALLY INDICATED THAT THE 
AVERAGE TARIFF RATE ON ITEMS IMPORTED BY TOURISTS IS SLIGHT 
LY OVER 10 PERCENT. AT THE SAME TIME THE BILL AS PASSED 
DOES NOT REPEAT NOT CONTAIN AN OPTIONS CLAUSE ALLOWING THE 
TOURIST TO ELECT A LOWER DUTY SHOULD ONE EXIST. THE 10 
PERCENT FLAT RATE WILL APPLY TO ALL ITEMS EXCEPT THOSE ON 
WHICH THERE IS NO DUTY. THOSE ITEMS ELIGIBLE FOR DUTY FREE 
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ENTRY UNDER GSP WOULD CONTINUE TO BE ELIGIBLE FOR DUTY 
FREE ENTRY. 

4. THE BILL WILL BE FORWARDED TO THE SENATE FOR ACTION 
DURING THE COMING SESSION. 

5. FOR CARIBBEAN POSTS AND MEXICO. WE DO NOT THINK THERE 
IS LIKELIHOOD OF ACTION WITH RESPECT TO THE FOREIGN CON- 
VENTION PROVISIONS OF THE TAX ACT UNTIL AN OVERALL PACKAGE 
WITH RESPECT TO TAX REFORM CAN BE INTRODUCED. WE WILL 
SEEK, THEREFORE, TO KEEP YOU APPRAISED OF PROGRESS ON THE 
CUSTOMS BILL AS IT IS THE ONLY PIECE OF LEGISLATION RELE- 
VANT TO THE TOURISM INTERESTS OF THE REGION WHICH APPEARS 
TO BE PROGRESSING THROUGH THE CONGRESS. VANCE 
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